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FOREIGN  AGRICULTURAL  TRADE  POLICY  OF  THE  UN i TED  STATES,  1776-1976 

by 
Robert  L.  Tontz- 


The  trade  policy  of  a  nation  is  expressed  by  its  actions  and  aspirations. 
When  the  Colonists  threw  the  British  East  India  Company's  cargoes  of  tea 
into  Boston  Bay  in  1773,  the  American  Revolution  was  in  effect  underway. 
That  dramatic  event  symbolized  a  revolution  against  an  unfai  r^  tari  ff  -  a 
tariff  imposing  taxation  without  representation.  The  cutting  off  of  American 
trade  with  all  parts  of  the  world  is  listed  in  the  Declaration  of  Independence 
of  July  k,    1776,  as  a  specific  grievance  against  the  British  King  and 
Parliament.  That  listing  reflected  the  American  aspiration  for  free  trade. 

During  the  intervening  200  years,  the  principle  of  free  trade  has  been  modi- 
fied many  times  as  a  result  of  local  industry  demands  for  protection, 
economic  recessions  and  depressions,  and  retaliation  against  the  import 
restrictions  of  other  nations.   But  those  periods  of  high  protective  tariffs 
almost  inevitably  led  to  restricted  export  opportunities  for  U.S.  farm  pro- 
ducts, giving  pragmatic  support  to  the  Colonists'  ideal  of  liberal  trade, 
as  the  bountiful  U.S.  harvests  increasingly  exceeded  domestic  needs. 


U.S.  trade  policy  discussions  in  the  country's  formative  years  were  frequent 
and  often  bitter  over  the  desirability  of  a  protective  tariff.  The  tariff 
was  a  major  issue  of  U.S.  foreign  economic  policy  and  also  one  of  the  few 
areas  characterized  by  government  involvement  in  business  affairs. 

After  the  Revolution  the  thirteen  "United  States  of  America"  comprising  a 
Confederation,  independent  not  only  of  England  but  of  each  other  as  well, 
accepted  the  theory  that  they  should  follow  a  common  foreign  trade  policy. 
In  practice,  they  did  not  do  so,  because  Congress  operating  under  the  Articles 
of  Confederation  possessed  no  power  to  levy  customs  duties.  The  separate 
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States  had  this  prerogative  but  considerable  rivalry  and  discrimination 
developed  among  them  and  prevented  realization  of  the  common  trade,  pol i cy. 

With  the  ratification  by  the  ninth  State  in  June  1788,  the  Constitution  became 
the  law  of  the  land.   The  Government  under  the  Constitution  was  declared  in 
effect  in  March  1789.  As  a  result,  the  power  of  levying  import  tariffs  was 
withdrawn  from  the  States  and  transferred  to  the  Federal  Government.   This 
action  introduced  and  insured  freedom  of  trade  among  the  States  and  gave 
Congress  control  of  international  trade  relations.   The'  United  States  had 
become  a  "common  market." 

Prevailing  opinion  of  political  leaders  at  the  close  of  the  American 
Revolution  was  in  favor  of  free  trade  relations.   This  was  a  natural  conse- 
quence of  the  revolt  against  the  restrictions  and  direct  regulations  that  had 
been  practiced  by  European  countries.   Following  the  War,  however,  foreign 
discriminatory  legislation  brought  injury  to  American  trade.   Despite  this 
difficulty,  the  first  Tariff  Act  of  the  new  United  States  which  became  law  on 
July  k,    1789,  sought  to  provide  revenue  rather  than  retaliation.   Under  the 
new  tariff,  protection  was  only  nominal,  as  rates  averaged  approximately  5 
percent  even  though  the  act  did  specify  "protection"  of  domestic  manufacturers, 
Since  the  nation  was  largely  agricultural,  it  did  not  readily  heed  Alexander 
Hamilton's  plea  for  protecting  and  encouraging  manufactures  in  order  to 
increase  the  nation's  wealth. 

The  Tariff  of  1 789  revealed  the  continuing  conflict  in  trade  policy  between 
the  North  and  the  South.   The  North  had  suffered  competition  for  its  manu- 
factured goods  and  wanted  protection,  but  the  South  favored  free  trade  for 
its  produce.   Earlier  in  the  Constitutional  Convention,  a  major  sectional 
conflict  on  trade  policy  between  the  two  regions  was  resolved  by  compromise. 
That  resolution  called  for  the  North  to  yield  to  the  South  on  the  prohibition 
of  export  duties.   In  response,  the  South  gave  up  its  insistence  on  a  two- 
thirds  vote  in  Congress  for  the  passage  of  navigation  acts. 

The  new  nation  continued  to  have  trade  difficulties  with  Great  Britain  in 
its  early  history  even  though  it  had  its  independence.   One  difficulty  stemmed 
from  the  desire  of  Great  Britain  to  replace  the  United  States  by  Canada  as  a 
colonial  supplier;  however,  circumstances  prevented  the  full  realization  of 
this  goal  as  evidenced  by  an  English  Order- in-Counci 1 .   The  latter  provided 
that  the  United  States  might  export  to  the  British  Colonies  lumber,  rice, 
naval  stores,  and  tobacco  but  prohibited  exports  of  salted  beef  and  pork  and 
dried  fish. 

The  conflict  between  Great  Britain  and  France  near  the  end  of  the  1 8th  century 
brought  restrictions  against  U.S.  shipping  and  trade  which  caused  extreme  hard- 
ship.  In  a  response  short  only  of  war,  Congress  passed  an  embargo  act  in 
1807  designed  to  deprive  the  European  nations  of  supplies.   Under  the  embargo, 
no  vessels  were  to  leave  any  American  ports  for  any  foreign  destinations. 
Although  the  Embargo  act  was  repealed  in  1809,  with  continued  British  supre- 
macy on  the  seas,  conditions  deteriorated  further.   As  a  consequence,  the 
United  States  declared  war  against  Great  Britain  in  1812.   To  offset  the  costs 
of  war  with  England,  the  rates  of  the  U.S.  tariff  of  1812  were  doubled  with 


the  passage  of  the  Tariff  Act  of  1816.  Also  a  new  basis  for  tariff  legisla- 
tion including  the  specific  goal  of  "protection"  was  enunciated. 

During  the  1 820 ' s ,  protectionism  received  increased  attention  especially  in 
the  Middle  and  Western  States.   The  depression  of  1 81 9  and  1820  caused  farmers 
and  manufacturers  to  join  together  for  more  protection.   Farmers  in  these 
sections  of  the  country  felt  that  protection  would  build  up  home  industries 
and  hence  increase  the  demand  for  agricultural  products.   Sentiment  in  New 
England  was  divided,  but  in  the  South  it  was  strongly  opposed  to  tariff 
increases.   The  lack  of  industry  in  the  South,  the  dependence  on  the  export 
market  for  its  products,  especially  cotton,  the  desire  to  get  lower  priced 
manufactured  products  from  abroad,  and  the  existence  of  an  internationalist 
outlook  accounted  for  its  opposition. 

With  economic  growth,  the  United  States  became  increasingly  important  as  a 
market  for  Britain.   By  1825  nearly  one-fifth  of  Britain's  exports  were  sold 
to  the  United  States,  while  approximately  one-tenth  of  Britain's  imports  were 
obtained  from  the  United  States.  With  the  rising  influence  of  the  manufactur- 
ing class  in  Britain,  trade  was  liberalized.  This  enabled  the  British  to  buy 
low  priced  raw  materials  for  their  factories  and  cheap  food  for  their  employ- 
ees.  In  the  3~year  period  following  the  repeal  of  the  Corn  Laws  in  1 846 ,  the 
British  tariff  on  corn  (grain)  was  reduced  and  other  products  were  admitted 
free  or  at  much  lower  duties. 

Federal  Policy  Role  Prevailed 

Controversy  over  the  tariff  increased  between  the  North  and  the  South  follow- 
ing passage  of  the  Tariff  Act  of  1828.   Hoping  to  induce  northern  interests 
to  oppose  a  pending  tariff  bill,  southern  representatives  proposed  high  duties 
on  raw  wool  and  other  crude  materials.   The  maneuver  failed  and  the  bill  be- 
came law.  The  Tariff  Act  of  1828  represented  the  extreme  of  protective  legis- 
lation before  the  Civil  War.   It  resulted  in  average  ad  valorem  rates  on 
dutiable  imports  of  roughly  50  percent  and  on  free  and  dutiable  imports  to- 
gether of  over  45  percent.   Referred  to  derisively  as  the  "Tariff  of  Abomina- 
tions," it  precipitated  the  "Ordinance  of  Nullification"  by  South  Carolina, 
which  proclaimed  that  a  State  had  the  right  to  abrogate  a  Federal  law  with  the 
assertion  that  the  tariff  law  of  1828  and  the  amendment  to  the  same  of  1832 
were  null  and  void  and  not  binding  upon  the  State.   The  State  challenge  to 
Federal  law  was  successfully  resisted  by  President  Andrew  Jackson. 

In  the  spirit  of  compromise  the  Tariff  Act  of  1833  which  reflected  the  con- 
ciliatory efforts  of  President  Jackson,  lowered  the  high  duties  set  by  the 
Tariff  Act  of  1828.  The  reductions  were  extended  over  a  nine-year  period. 
Although  higher  rates  were  restored  in  1 842 ,  a  reduction  in  tariffs  was  pro- 
posed in  1846.  The  proposal  was  accepted  and  the  average  rates  of  duty  on 
dutiable  imports  were  brought  down  by  tariff  act  changes  in  1846  and  1857. 

Congress  supplemented  the  principle  of  "protection"  with  other  principles 
under  the  1846  tariff  changes.   These  included  collecting  no  more  money  than 
was  necessary  to  operate  the  Government;  imposing  maximum  duties  on  luxuries; 
abolishing  minimum  and  specific  duties;  and  inaugurating  ad  valorem  duties-- 
i.e.,  charging  a  certain  percent  of  the  invoice  price  instead  of  a  fixed  price 
per  measurable  unit. 


During  the  Civil  War,  trade  protectionism  was  increased.   The  policy  of  tariff 
reduction  that  had  prevailed  since  the  1 830 • s  was  completely  reversed,  with 
the  avowedly  protective  Morrill  Tariff  of  1 861  enacted  just  before  the  first 
shot  was  fired  that  started  the  Civil  War.   That  act  provided  greater  protec- 
tion to  the  iron  and  steel  industry.   Many  other  duties  were  increased  in  1862 
and  1864  to  equalize  conditions  for  U.S.  producers  who  were  bearing  the  burden 
of  greater  excise  taxes  on  domestic  products  to  finance  the  war. 

Agricultural  exports  were  significantly  affected  by  foreign  trade  policy 
efforts  during  the  Civil  War.   Many  Americans  believed  that  the  outcome  of 
the  War  would  be  affected  by  England's  demand  for  cotton.   It  was  thought 
that  if  England  recognized  the  Confederacy  in  order  to  obtain  cotton,  the 
South's  chances  of  winning  the  War  would  be  greatly  improved.  This  objective 
failed,  however,  as  England  was  also  interested  in  obtaining  American  wheat 
as  a  result  of  crop  failures  there  and  in  most  of  Europe.  The  cotton  export 
trade  was  severely  damaged  by  the  Civil  War.   It  did  not  regain  its  prewar 
importance  until  nearly  a  decade  following  the  conflict. 

The  United  States  experienced  a  period  of  rapid  economic  growth  between  the 
end  of  the  Civil  War  and  the  beginning  of  World  War  I.   Following  the  Civil 
War,  the  United  States  continued  as  a  major  producer  of  agricultural  commodi- 
ties and  by  189**  it  had  become  the  world's  leading  manufacturing  nation. 

In  the  1870's,  there  were  rising  demands  for  tariff  reductions.   In  1882,  in 
response  to  a  general  demand  for  tariff  changes,  Congress  authorized  the 
appointment  of  a  Tariff  Commission  which  was  then  established.   The  report 
of  the  Commission  proposed  average  duty  reductions  of  from  20  to  25  per- 
cent.  Legislation  enacted  in  1883,  however,  did  not  follow  the  recommenda- 
tions of  the  Commission. 

Although  the  high  domestic  excise  taxes  no  longer  existed  after  the  Civil 
War,  high  import  duties  remained  and  reached  one  of  the  peak  levels  of  the 
post  Civil  War  period  with  the  passage  of  the  McKinley  Tariff  of  1890.  The 
protective  system  was  enlarged  more  completely  than  ever  before.   The 
McKinley  principle  of  reciprocity  authorized  the  President  to  adjust  the 
tariff  scale.   Under  this  arrangement  the  President  could  negotiate  with 
individual  nations  for  mutually  adjusted  tariffs  on  specific  items.   Pre- 
viously, commercial  reciprocity  treaties  required  congressional  ratification. 

During  Cleveland's  second  term,  tariffs  were  generally  reduced.   In  1 897 » 
the  Dingley  Tariff,  under  the  McKinley  Administration,  increased  rates  on 
dutiable  goods  to  their  all-time  peak  average  of  52  percent.  The  policy  of 
free  raw  sugar,  adopted  by  the  Republican  Party  of  I89O,  was  abandoned,  as 
the  need  for  revenue  was  urgent,  and  the  slowly  developing  beet-sugar  industry 
demanded  protection.   The  principle  of  reciprocity  authorized  by  the  McKinley 
Tariff  was  again  incorporated  in  the  tariff  system. 

In  the  early  twentieth  century,  the  Republican  Party  no  longer  espoused  its 
previously  expressed  goal  of  extreme  protectionism.   As  stated  in  its  plat- 
form of  1908,  "the  true  principle  of  protection  is  best  maintained  by  the 
imposition  of  such  duties  as  would  equalize  the  difference  between  the  cost 
of  production  at  home  and  abroad,  together  with  a  reasonable  degree  of  profit.' 


The  Payne-Aldrich  tariff  act  of  1909  dropped  the  reciprocal  trade  agreements 
approach  and  adopted  in  its  place  a  system  of  maximum  and  minimum  tariffs. 
Under  the  law,  the  President,  aided  by  a  tariff  board,  could  decide  maximum 
rates.  The  guiding  principle  was  to  be  a  cost-of-production  approach  which 
provided  that  the  rate  of  duty  on  imported  goods  should  be  such  as  would  bring 
the  cost  of  the  foreign  article  on  a  par  with  American  costs.  This  would  leave 
the  consumer  free  to  choose  on  the  basis  of  quality;  however,  when  differences 
in  costs  of  domestic  and  foreign  production  were  offset  by  tariffs,  transporta- 
tion costs  would  ordinarily  be  sufficient  to  bar  imports. 

The  Underwood -Simmons  Tariff,  passed  on  the  eve  of  World  War  I  (1913),  reduced 
tariffs  significantly  and  added  several  items  to  the  free  list.  The  War  pre- 
vented implementation  of  the  reductions,  however. 

Protectionism  Continued 

In  the  years  following  World  War  I,  U.S.  trade  policy  represented  a  continua- 
tion for  the  most  part  of  the  predominant  policy  of  the  prewar  period  of 
extreme  protection  of  domestic  production  against  foreign  competition. 

The  sudden  collapse  of  farm  prices  in  the  early  nineteen  twenties  and  the 
resulting  farm  depression  brought  about  by  an  overexpanded  agriculture,  defla- 
tion, and  the  loss  of  significant  foreign  markets  posed  a  severe  hardship  for 
American  farmers. 

Faith  in  the  benefits  of  tariff  protection,  based  on  the  experience  of  growth 
and  prosperity  in  the  tariff-protective  prewar  decades,  gave  rise  to  agitation 
in  agriculture  for  increased  tariffs  as  the  way  to  alleviate  the  farm  problem. 
Unfortunately,  neither  agriculture  nor  industry  recognized  that  the  ability  of 
the  United  States  to  carry  on  a  policy  of  protection  in  the  pre-World  War  I 
period  without  serious  repercussions  on  the  economy  resulted  from  the  fact  that 
the  United  States  was  then  a  large  debtor  to  Europe,  exporting  mainly  unpro- 
cessed products  and  servicing  its  foreign  debts  from  Its  export  earnings. 
Further,  little  consideration  was  given  to  the  possibility  that  Europe  would 
react  differently  to  U.S.  tariff  increases  in  the  post-World  War  I  period  than 
to  those  in  the  prewar  decades.   Being  a  heavy  debtor  to  the  United  States  and 
struggling  with  serious  reconstruction  difficulties,  Europe  faced  a  much  dif- 
ferent situation  than  in  the  prewar  period. 

This,  then,  was  the  setting  when  Congress  passed  the  Emergency  Tariff  of  1921, 
which  imposed  heavy  import  duties  on  agricultural  products.   Despite  this 
measure,  the  benefit  to  farmers  was  negligible,  as  low  farm  prices  persisted, 
aggravated  by  the  European  reaction  of  increased  tariff  protection. 

Like  agriculture  in  the  early  nineteen  twenties,  industry  also  requested  simi- 
lar increases  in  tariff  protection.   It  received  them  through  the  Fordney- 
McCumber  Act  of  1922,  which  raised  duties  and  also  gave  the  President  authority 
to  raise  or  lower  duties  by  50  percent  to  "equalize  production  costs."  This 
authority  was  used  37  times--32  times  to  raise  duties.   Few  complained  of  the 
unconstitutionality  of  the  President's  power  to  raise  or  lower  duties. 


Despite  the  apparent  teaming  up  of  agriculture  and  industry  to  seek  tariff  pro- 
tection, there  were  those  in  agriculture  who  argued  that  protection  benefited 
industry  to  the  detriment  of  agriculture,  maintaining  that  the  farmer  sold  on 
a  competitive  world  market  but  bought  on  a  protected  domestic  market. 

Although  "tariff  protection"  continued  to  be  basic  to  the  thinking  of  the  time, 
in  agricultural  demands  it  took  the  form  of  proposals  to  secure  "equality  for 
agriculture" — i.e.,  parity  by  making  the  tariff  effective  for  agriculture.  The 
origin  of  this  approach  reaches  back  to  the  Peek- Johnson  remedy  for  agriculture's 
problem  as  presented  in  1922  in  their  first  edition  of  Equality  for  Agriculture. 
The  proposed  remedy  for  the  ills  of  agriculture  was  a  "fair  exchange  value"-- 
i.e.,  price  equality  or  parity  on  the  domestic  market  and  the  world  price  on 
the  exportable  surplus.  The  remedy  unreal istical ly  assumed  that  the  already 
overburdened  and  increasingly  protective  world  market  could  take  the  surplus. 

The  "fair  exchange  value"  idea  was  incorporated  in  the  McNary-Haugen  two-price 
plans  in  the  late  nineteen  twenties.  The  bills  were  twice  passed  by  Congress 
and  twice  vetoed  by  President  Coolidge,  among  other  reasons,  for  being  price- 
fixing. 

Although  not  enacted  at  the  time,  the  fair-exchange  value  proposals  served  as 
the  forerunner  for  the  agricultural  adjustment  "parity"  acts  beginning  in  the 
early  1930 's. 

With  worsening  farm  conditions  in  1929,  President  Hoover,  three  days  after  his 
inauguration,  called  Congress  to  meet  in  special  session  in  April  of  that  year 
to  consider  farm  relief  and  limited  changes  in  the  tariff.  During  the  session 
the  Agricultural  Marketing  Act  of  1929  was  passed. 

In  the  words  of  Senator  Arthur  A.  Capper  of  Kansas,  for  many  years  one  of  the 
most  influential  Senate  leaders  in  farm  relief  legislation,  the  Act  would 
achieve  "parity"  for  the  farmer  by  placing  agriculture  on  a  basis  of  "economic 
equality"  with  other  industries.   It  was  to  do  this  by  such  measures  as  pre- 
venting and  controlling  agricultural  surpluses  through  orderly  production  and 
marketing. 

The  Federal  Farm  Board,  established  to  implement  the  policy  of  the 
Agricultural  Marketing  Act,  failed  in  the  early  nineteen  thirties  principally 
because  it  had  no  authority  to  reduce  production  other  than  by  voluntary  means, 
and  it  lacked  the  necessary  funds  to  carry  out  stabilization  operations  through 
as  severe  a  depression  as  that  which  developed  after  1929. 

Besides  demanding  and  securing  a  major  farm  relief  measure,  farmers  sought  new 
tariff  increases  in  1929  as  prices  of  farm  products  declined  further.   Once 
more,  industry  followed  with  similar  demands.   Meanwhile,  a  sharp  downward 
trend  in  both  agricultural  and  industrial  exports  stimulated  demands  for 
increased  tariff  protection  against  any  possible  further  deterioration  of  the 
domestic  market.   Imports  were  considered  as  disturbances  that  should  be  eli- 
minated.  The  essential  two-way  trade  relationship  between  exports  and  imports 
was  not  fully  understood. 


Congress  responded  in  1930  to  the  demands  of  agriculture  and  industry  by 
passing  the  Hawley-Smoot  Tariff,  one  of  the  highest  in  U.S.  history  (fig.  1). 
The  Hawley-Smoot  tariff  increase  prompted  many  trading  nations  to  increase 
their  own  levels  of  protection.  As  a  consequence  of  this  and  other  develop- 
ments, the  volume  of  U.S.  exports,  industrial  and  agricultural,  suffered 
catastrophic  declines.   U.S.  industrial  exports  in  the  Great  Depression  in 
1932-33  fell  to  an  annual  average  of  $823  million,  down  64  percent  from  their 
previous  4-year  average,  while  annual  U.S.  agricultural  exports  were  only 
$590  million,  down  55  percent. 

With  the  failure  of  the  U.S. -post  World  War  I  policy  of  trade  restriction,  the 
demise  of  the  Federal  Farm  Board,  and  the  deepening  of  the  Great  Depression  in 
the  early  nineteen  thirties,  it  became  clearly  evident  that  emergency  action 
was  needed  to  improve  the  economic  status  of  agriculture  and  industry. 

Trade  Liberalization 

With  the  discrediting  of  the  prewar  protectionist  policy  by  a  strong  foreign 
reaction  of  trade  restriction  resulting  in  a  significant  decline  in  U.S. 
exports,  a  major  shift  in  U.S.  trade  policy  took  place  in  the  nineteen  thirties. 
The  shift  was  brought  about  with  the  inauguration  of  a  policy  of  trade  expan- 
sion through  encouragement  of  two-way  trade  under  the  auspices  of  the  reciprocal 
trade  agreements  program.  The  trade  expansion  policy  was  continued  in  the  post 
World  War  li  period  with  a  series  of  GATT  negotiations.  Although  progress  was 
made  toward  implementing  a  freer  trade  policy,  domestic  and  foreign  policy 
conflicts  arose  and  trade  inhibiting  measures  were  at  the  same  time  introduced. 

To  implement  the  new  trade  policy,  President  Roosevelt,  following  the  recom- 
mendation of  Secretary  of  State  Cordel 1  Hull,  requested  that  Congress  authorize 
executive  commercial  agreements  with  foreign  nations  within  carefully  guarded 
limits  to  modify  the  existing  duties  and  import  restrictions  in  such  a  way  as 
would  benefit  American  agriculture  and  industry. 

Congress  passed  the  Hull  inspired  Reciprocal  Trade  Agreements  Act  of  1934 
as  an  amendment  to  the  Hawley-Smoot  Tariff  Act  of  1930.  The  Trade  agreements 
Act  was  designed  to  attain  a  reduction  in  the  excessive  duties  set  in  the 
1930  Act  and  thus  expand  foreign  markets  for  U.S.  products.  This  and  conse- 
quent legislation  were  successful  in  contributing  to  a  significant  expansion 
of  U.S.  exports. 

The  Trade  Agreements  Act  was  based  on  the  premise  that,  In  order  to  obtain 
and  develop  foreign  markets  for  U.S.  products,  corresponding  market  opportuni- 
ties in  the  United  States  had  to  be  afforded  also  to  other  countries. 

Under  the  Trade  Agreements  legislation,  the  President  was  empowered  to  enter 
into  reciprocal  trade  agreements  with  other  countries  through  executive  pro- 
clamation and  without  ratification  of  the  Senate.  The  Act  also  provided 
that  the  unconditional  most-favored  nation  treatment  (that  is,  equality  of 
treatment  to  all  nations)  would  be  continued,  except  in  the  case  of  nations 
discriminating  against  American  commerce.   The  law  required  that  every  trade 
agreement  was  to  contain  a  provision  to  permit  its  termination  at  the  end  of 
not  more  than  three  years  after  coming  into  effect.  The  President's  tariff- 
reducing  power  was  limited  to  50  percent  of  duties  existing  on  January  1,  1934. 
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In  previous  tariff  adjusting,  presidential  authority  had  been  dependent  upon 
the  findings  of  the  Tariff  Commission,  whereas  in  the  future  there  was  to  be 
no  such  inhibition  on  the  new  authority.  Tariff  rate  adjustment  was  shifted 
from  the  Tariff  Commission  to  the  State  Department. 

Congress  extended  the  authority  to  make  trade  agreements  in  1937,  1940,  and 
1943  without  significant  amendments,  and  in  1945  St  extended  the  authority 
and  gave  the  President  the  further  authority  to  lower  rates  by  50  percent  of 
the  existing  duties  as  of  January  1,  1 9^*5 -  Any  item  which  had  been  reduced 
by  50  percent  in  the  period  1934-45  was  subject  to  another  possible  reduction 
of  50  percent — or  a  75~percent  reduction  in  all--for  concessions  from  other 
countries.   The  year  1945  marked  the  legislative  highpoint  of  the  program. 
Since  then,  amendments  have  tended  to  restrict,  rather  than  to  expand,  the 
power  of  the  President. 

In  the  period  1934-45,  the  United  States  concluded  trade  agreements  with  some 
30  countries.  However,  in  the  years  from  1844  to  1934--the  ^0  years  preced- 
ing the  Reciprocal  Trade  Agreements  Act  --  the  United  States  was  able  to 
negotiate  and  ratify  only  three  reciprocity  treaties  under  the  general  treaty- 
making  power.   During  this  same  time,  there  were  at  least  11  major  failures  in 
which  treaties  were  either  rejected  by  the  Senate,  were  never  submitted  to 
the  Senate,  or  on  which  the  Senate  failed  to  act.   Clearly,  it  has  only  been 
under  the  delegation  of  power  to  the  President  that  much  success  in  trade 
reciprocity  has  been  achieved. 

In  making  the  bilateral  trade  agreements,  the  history  shows  that  the  two 
parties  concentrated  upon  reducing  duties  on  those  5  terns  for  which  each  tended 
to  be  the  principal  supplier  for  the  other.   The  mutual  tariff  reductions 
agreed  upon  were  then  generalized  to  all  traders  with  both  parties. 

This  approach  had  both  advantages  and  disadvantages.  The  main  drawback  was 
that  by  extending  the  duty  cuts  to  all  countries,  nonparticipants  were  able 
to  increase  their  exports  to  the  two  countries  without  also  opening  up  their 
economies  to  greater  imports.   In  view  of  the  existence  of  widespread  unemploy- 
ment in  most  countries  during  this  period  coupled  with  the  notion  of  reciprocal 
concessions  contained  in  the  legislation,  efforts  were  made  to  avoid  this  aspect 
of  bilateral  negotiations  by  confining  the  cuts  between  the  two  countries  to 
a  small  number  of  items  in  which  each  was  the  other's  main  supplier.   I  terns  for 
which  there  was  no  single  overwhelming  supplier  or  countries  who  were  not  major 
suppliers  of  any  item  tended  to  be  neglected. 

Even  between  the  two  countries,  where  the  pri ncipal -suppl ier  trade  was  highly 
unbalanced,  it  was  nearly  impossible  to  reduce  one  party's  tariffs  the  same 
percentage  as  the  other's  and  still  achieve  an  acceptable  balance  of  concessions 
for  each.   On  the  other  hand,  the  bilateral  technique,  with  its  concentration 
upon  principal  supplier  items,  permitted  a  movement  toward  freer  trade  without 
requiring  the  consent  of  all  major  trading  nations.   During  the  nineteen 
thirties  it  would  have  been  difficult  to  proceed  on  any  other  than  this  step- 
by-step  basis  which  was  actually  adopted. 

To  adjust  for  the  unforeseen  circumstances  in  which  a  tariff  concession  might 
bring  on  a  larger  volume  of  imports  than  had  been  anticipated  and,  therefore, 


lead  to  injury  of  domestic  industry,  the  United  States  urged  the  adoption  in 
later  trade  agreements  of  provisions  allowing  the  contracting  parties  an 
"escape"  clause  to  render  inoperative  that  portion  of  an  agreement  causing 
injury  to  domestic  industries.   The  trade  agreement  with  Argentina  in  19^1 
carried  the  forerunner  of  such  an  escape  clause.  This  was  developed  into  a 
standard  clause  which  first  appeared  in  the  19^3  agreement  with  Mexico  and 
appeared  in  all  subsequent  agreements. 

Most  of  the  trade  agreements  had  been  in  effect  for  only  a  short  time  before 
war  preparedness  and  the  subsequent  outbreak  of  war  in  Europe  in  1939  signifi- 
cantly impeded  trade  development.   The  agreements  were,  therefore,  hardly  tested 
under  peacetime  conditions  of  trade. 

Policy  at  Cross  Purposes 

In  order  to  aid  the  increasingly  hard-pressed  American  farmer  during  the  Great 
Depression  of  the  nineteen  thirties,  price  supports  were  provided  under  the 
authority  of  the  farm  parity  acts  beginning  with  the  Agricultural  Adjustment 
Act  of  1933*   The  programs  implemented  under  these  acts  separated  domestic 
prices  of  agricultural  products  from  world  prices. 

The  parity  acts  and  the  Trade  Agreements  legislation,  although  designed  to  help 
the  farmer,  were  at  cross  purposes.   The  policy  of  farm-price  support  restricted 
the  operation  of  market  forces,  while  the  trade  agreements  policy  sought  to 
expand  the  operation  of  market  forces  in  the  international  area.   Of  particular 
note  in  connection  with  price  support  policy  in  the  nineteen  thirties  was  the 
inauguration  of  benefit  payments  for  sugar  producers  with  the  passage  of  the 
Sugar  Act  of  193**.  This  act  significantly  changed  the  sugar  policy  of  the 
United  States  from  that  of  tariff  protection  of  domestic  sugar  producers  to 
a  system  of  import  and  production  quotas  in  addition  to  benefit  payments. 

To  make  the  high  price  supports  effective  even  though  world  prices  were 
depressed,  export  subsidies  and  import  quotas  and  fees  were  used. 

Subsidy  payments  were  made  under  authority  of  Section  32  of  the  Agricultural 
Admustment  Act  of  1935,  which  specified  that  30  percent  of  all  customs  revenues 
were  to  be  appropriated  for  financing  surplus  disposal.   Payments  were  made  to 
assist  exports  of  such  U.S.  surplus  commodities  and  products  as  wheat  and  cotton, 


At  the  same  time,  imports  were  limited  by  quotas  or  fees  when  protection  pro- 
vided by  tariffs  was  not  sufficient  to  prevent  foreign  sales  in  the  United  States 
under  the  benefit  of  U.S.  price  supports.   Commodities  affected  were  wheat  and 
flour,  cotton,  and  sugar  for  certain  uses.   Authority  for  imposing  quotas  or 
fees  was  provided  by  Section  22  of  the  Agricultural  Adjustment  Act  of  1935. 

Although  the  United  States  attempted  to  persuade  other  countries  to  eliminate 
quantitative  restrictions  and  to  insert  rules  preventing  the  use  of  such  restric- 
tions for  bound  tariff  items  in  its  trade  agreements,  it  was  necessary  for  the 
United  States  to  add  exceptions  to  this  rule  in  order  to  protect  the  U.S.  price- 
support  programs.  Accordingly,  most  U.S.  trade  agreements  limited  the  use  of 
such  restrictions  to  products  that  were  also  restricted  in  production  or 
marketing. 
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The  trade  impeding  impact  of  price  supports  and  the  imposition  of  import  quotas 
in  the  nineteen  thirties  was  not  of  great  significance  at  the  time,  because  of 
the  limitation  of  such  supports  both  in  moderateness  of  level  and  number  of 
commodities  affected. 

During  World  War  II,  it  became  apparent  quite  quickly  that  the  extent  of  the 
destruction  would  exceed  that  of  World  War  I.   Hence,  it  was  soon  recognized 
that  to  facilitate  postwar  reconstruction  and  development  so  essential  to 
resumption  of  world  trade,  careful  planning  would  be  required  to  organize  the 
postwar  world  economy.   This  the  United  States  and  its  Allies  did.   These 
plans,  partially  operational  when  the  war  ended,  included  the  United  Nations 
Relief  and  Rehabilitation  Agency,  the  International  Monetary  Fund,  the 
International  Bank  for  Reconstruction  and  Development,  the  Food  and  Agriculture 
Organization,  and  the  United  Nations  Economic  and  Social  Council. 

The  official  "European  Recovery  Program,"  popularly  known  as  the  "Marshall  Plan," 
and  the  costly  but  helpful  efforts  that  preceded  it  contributed  significantly 
to  facilitating  recovery  from  the  devastation  of  the  war  and  in  correcting 
basic  postwar  economic  weaknesses.   The  European  nations'  Organization  for 
European  Economic  Cooperation  (OEEC)  later  evolved  into  the  broadened  2k- 
country  Organization  for  Economic  Cooperation  and  Development  (OECD)  including 
U.S.  membership.   The  OECD  provides  a  forum  in  which  the  developed  countries 
can  arrive  at  common  understandings  concerning  trade  problems  and  serves  as 
a  beneficial  complement  to  the  later  established  (1964)  caucus  of  the  less 
developed  countries  in  the  United  Nations  Conference  on  Trade  and  Development 
(UNCTAD)  .   Besides  the  previously  mentioned  organizations,  a  further  need  for 
the  post  World  War  II  economy  was  an  organization  concerned  with  international 
trade.   This  was  undertaken  by  the  development  of  the  principles  for  an 
International  Trade  Organization  ( I  TO) . 

The  ill-fated  Charter  for  the  International  Trade  Organization  drawn  up  at 
Havana  in  19^8  specified  principles  and  rules  for  the  reduction  of  tariffs, 
the  elimination  of  quotas,  and  the  creation  of  conditions  for  the  expansion 
of  multilateral  trade  on  equal  terms.   It  set  up  rules  for  international 
commodity  agreements  and  government  regulation  of  business  practices  that 
might  restrain  international  trade.   It  recognized  the  need  for  governments 
to  relate  foreign  trade  policies  to  domestic  measures,  to  assure  stability  and 
full  employment,  and  it  provided  some  of  the  elements  of  a  code  for  private 
international  investment. 

President  Truman  submitted  the  Havana  Charter  for  the  I  TO  to  Congress  in  April 
19^9.  Although  the  House  Foreign  Affairs  Committee  held  hearings  in  1950,  it 
did  not  go  further. 

The  ITO  did  not  materialize  primarily  because  of  changes  on  the  world  scene. 
The  Korean  War,  the  cold  war,  NATO,  and  European  reconstruction  all  made  the 
ITO  less  urgent.   In  addition,  few  countries  besides  the  United  States  were 
in  an  economic  position  to  carry  out  any  major  broadening  of  their  trade 
policies.   Other  obstacles  included  uncertainty  about  pledges  to  reduce  trade 
barriers  and  guarantee  equal  treatment,  difficulties  caused  by  complexities 
involved  in  trying  to  achieve  international  understandings  on  raw  materials 
and  cartels,  and  the  lack  of  safeguards  to  investors. 

11 


In  recognition  of  the  difficulties  confronting  them,  most  of  the  governments 
involved  in  the  I  TO  negotiations  subscribed  to  a  more  modest  instrument,  the 
General  Agreement  on  Tariffs  and  Trade  (GATT) ,  which  had  earlier  (19^7)  been 
drawn  up  in  Geneva.   GATT  became  a  permanent  agreement  and  was  transformed 
into  an  international  agency  responsible  in  the  implementation  of  a  code  of 
conduct  in  trade  matters. 

When  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  was  developed  in  Geneva 
in  19^7,  22  governments  negotiated  an  extensive  series  of  tariff  reductions. 
Though  some  of  the  bargaining  was  bilateral,  all  of  the  results  were  made  multi- 
lateral by  extending  the  concessions  to  all  members  under  a  most-favored  nation 
clause  that  was  a  central  feature  of  the  agreement.   Its  other  major  provisions 
largely  paralleled  those  of  the  ITO  Charter,  as  far  as  trade  policy  proper  was 
concerned,  but  nothing  was  said  about  full  employment,  commodity  agreements, 
cartels,  or  investments.   GATT  also  differed  from  the  Charter  in  that  govern- 
ment obligations  extended  only  to  measures  they  could  take  by  executive  action, 
without  the  passage  of  legislation. 

The  governments  that  belong  to  GATT  have  developed  working  procedures  and 
rules  which  have  not  only  made  effective  tariff  negotiations  possible  but  have 
also  provided  for  adjustments,  consultations,  the  settlement  of  disputes,  and 
the  accommodation  of  members'  special  problems  without  destroying  the  frame- 
work of  general  principles  or  setting  in  motion  the  process  of  trade  retalia- 
tion.  Although  departures  from  the  rules  have  been  tolerated,  the  processes 
of  negotiation  and  cooperation  have  been  continued. 

Multilateral  Tariff  Reductions  Under  GATT 

Of  great  significance  to  the  United  States  in  belonging  to  GATT  has  been  the 
assurance  of  a  multilateral  framework  for  shaping  U.S.  international  trade 
policies  and  those  of  other  nations.   Some  of  the  basic  principles  embodied 
in  the  ITO  have  been  preserved  and  put  into  practice  to  a  large  degree  through 
GATT. 

Besides  establishing  an  organization  through  which  periodic  multilateral 
tariff  negotiations  designed  to  reduce  duty  levels  could  be  undertaken,  the 
GATT  set  forth  a  code  of  commercial  policy.   The  most-favored  nation  principle 
is  the  cornerstone  of  the  GATT. 

The  first  article  of  the  Agreement  specified  in  detail  that  each  nation  shall 
grant  nondiscriminatory  treatment  to  the  products  of  all  other  contracting 
nations  with  regard  to  import  and  export  duties  and  subsidiary  charges,  rules, 
and  formalities  in  connection  with  importation  and  exportation,  and  internal 
taxes  and  other  internal  regulations. 

A  second  basic  principle  is  the  general  prohibition  of  quantitative  restric- 
tions as  a  protective  device.   Except  under  special  circumstances,  only  customs 
duties  can  be  used  for  this  purpose. 

American  trade  policy  was  implemented  in  the  post  World  War  II  period  mainly 
under  the  authority  of  the  Trade  Agreements  Act  through  GATT  negotiations. 
With  the  19^5  increase  of  the  President's  power  which  allowed  a  maximum  reduc- 
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tion  of  50  percent  in  duties  already  reduced  since  the  original  passage  of 
the  Act  in  193**,  there  followed  a  number  of  successive  extensions  of  the 
authority  and  legal  restrictions  on  the  President's  power  under  the  Trade 
Agreements  Act.  The  formula  established  in  19^5  was  kept  through  five 
renewals  between  19**8  and  195**.   In  1955,  however,  the  President  was  restricted 
to  a  reduction  of  5  percent  a  year.  This  was  continued  for  another  *t  years 
in  the  1958  renewal . 

In  19**7,  under  GATT  arrangements,  22  nations  completed  a  multilateral  tariff 
cutting  exercise  that  resulted  in  concessions  on  nearly  two-thirds  of  total 
world  trade.   The  United  States  negotiated  under  the  additional  50  percent 
cutting  power  that  Congress  had  granted  the  President  in  19**5. 

In  19**8,  the  Trade  Agreements  Act  came  up  for  renewal.  The  one-year  extension 
of  the  Act  carried  several  important  amendments  including  the  "peril  point" 
clause  which  required  the  Tariff  Commission  to  survey  all  commodities  on  which 
the  President  proposed  to  negotiate  agreements  and  establish  a  peril  point; 
i.e.,  a  specific  rate  of  duty  below  which,  in  the  Commission's  judgment, 
tariffs  could  not  be  lowered  without  damage  to  U.S.  industry  or  business.   If 
the  President  dropped  rates  below  this  point,  he  was  required  to  send  an  offi- 
cial explanation  to  Congress. 

Restrictions  on  the  importation  of  agricultural  products  were  enacted  also  in 
19**8  under  the  provisions  of  Section  22  of  the  Agricultural  Adjustment  Act 
of  1933  as  amended.  This  Act  authorized  the  President  to  restrict,  through 
the  use  of  quantitative  limitations  or  fees,  imports  which  tended  to  render 
ineffective  or  materially  interfere  with  any  price  support  or  other  program 
relating  to  agricultural  commodities  undertaken  by  the  U.S.  Department  of 
Agriculture.   It  specifically  provided  that  any  trade  agreement  or  other 
international  agreement  entered  into  at  any  time  by  the  United  States  may  not 
be  applied  in  a  manner  inconsistent  with  the  requirements  of  Section  22. 

The  legal  effect  of  Section  22  in  19**8  was  to  limit  the  imposition  of  agricul- 
tural import  quotas,  in  general,  to  products  subject  to  restrictions  on 
domestic  production  or  marketing.   Its  political  effect,  however,  was  differ- 
ent because  it  seemed  to  offer  opportunities  for  quota  protection  for  any  U.S. 
agricultural  program,  and  indirectly  for  many  U.S.  farm  products.  When  these 
seemingly  wide  opportunities  were  not  realized,  it  came  under  attack. 

As  a  result,  another  amendment  of  Section  22  occurred  in  1951.   The  amendment 
made  it  mandatory  to  impose  import  quotas  or  fees  whenever  imports  should 
threaten  to  render  ineffective  a  domestic  support  program  and  to  do  this  even 
though  the  imposition  of  such  quotas  or  fees  would  be  inconsistent  with  the 
obligations  of  the  United  States  under  trade  agreements.  The  policy  conflict 
arising  from  this  was  resolved  by  a  GATT  waiver  for  agricultural  trade. 

A  further  conflict  with  United  States  GATT  obligations  occurred  in  1951  when 
import  restrictions  on  dairy  and  certain  other  products  were  made  mandatory 
for  national  security  reasons  in  connection  with  the  Defense  Production  bill 
designed  to  aid  the  Korean  War  effort. 
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The  1 948  extension  of  the  Trade  Agreements  Act  was  repealed  in  19**9,  the 
peril  point  amendment  was  eliminated,  and  the  Act  extended,  retroactively 
from  19^8,  for  a  3~year  period. 

The  United  States  participated  in  two  additional  rounds  of  tariff  negotiations 
within  the  GATT  framework  under  the  50-percent  tariff  cutting  authority  granted 
in  19^5.   One  was  held  at  Annecy,  France,  in  19^9  at  which  10  more  countries 
became  contracting  parties  to  the  General  Agreement  and  another  at  Torquay, 
England,  in  1950-1951 . 

The  Trade  Agreements  Act  was  renewed  for  two  years  in  1951  and  the  peril  point 
clause  was  restored.   The  President  was  directed  to  suspend  tariff  concessions 
to  imports  from  the  Soviet  Union  and  any  Communist  dominated  countries,  and 
the  escape  clause  was  made  mandatory. 

The  Trade  Agreements  Act  in  1953  was  extended  for  one  year.  At  that  time, 
Congress  also  created  the  1 7~member  bipartisan  Commission  on  Foreign  Economic 
Policy  (the  Randall  Commission)  to  study  and  report  on  international  trade  and 
its  enlargement,  consistent  with  a  sound  domestic  economy,  and  on  the  trade 
aspects  of  U.S.  national  security.' 

Basing  his  request  on  the  Randall  Commission's  findings,  President  Eisenhower 
in  195^  asked  for  a  3~year  extension  of  the  Trade  Agreements  Act.   Congress 
extended  the  Act  for  one  year. 

Congress  again  extended  the  Trade  Agreements  Act  in  1955  for  3  years,  or  until 
June  30,  1958.   Although  it  gave  the  President  additional  tari  ff-  cutting 
authority,  it  was  considerably  less  than  it  gave  in  193^  and  19^5.   The  new 
authority  permitted  him  to  reduce  duties  by  an  additional  15  percent  over  the 
3-year  period.  With  these  powers,  the  United  States  participated  in  the 
fourth  round  of  GATT  negotiations  in  1956.   The  session  at  Geneva  dealt  also 
with  the  accession  of  Japan  to  the  GATT. 

In  1958,  with  the  last  renewal  of  the  Reciprocal  Trade  Agreements  Act,  Congress 
gave  the  President  authority  to  reduce  duties  by  another  20  percent  on  an 
item-by-item  basis.   Although  the  United  States  had  authority  to  reduce  the 
rates  of  U.S.  duties  existing  on  July  1,  1958,  by  20  percent  of  the  effective 
rate  as,  in  the  case  of  low  rates,  by  2  percent  ad  valorem,  use  of  this  authority 
was  highly  limited  in  the  fifth  GATT  Negotiating  session  held  in  Geneva  in 
1961-62  (the  Dillon  Round)  by  a  number  of  protective  clauses.  A  major  practical 
limitation  was  the  requirement  that  U.S.  tariffs  must  not  be  reduced  below 
certain  "peril  points,"  which  were  to  be  determined  by  the  Tariff  Commission. 
Despite  this  limitation,  of  signficance  for  agriculture  were  the  free  bindings 
negotiated  with  the  EC  on  soybeans,  linseed,  flaxseed,  oilcakes,  and  cotton. 

The  fifth  GATT  session  was  the  first  negotiation  held  after  the  formation  of 
the  European  Community.   The  objective  of  the  United  States  was  to  obtain  a 
reduction  in  the  common  external  tariff  of  the  EC  in  order  to  offset  at  least 
partially  the  trade  diversion  caused  by  reducing  duties  within  the  EC  toward 
zero. 
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The  five  rounds  of  negotiations  under  the  GATT  between  19^7  and  1 960-61  repre- 
sent a  successful  example  of  productive  international  cooperation.   In  general, 
tariffs  among  the  industrial  nations  were  reduced.  Although  not  a  part  of  the 
negotiations,  the  highly  restrictive  structure  of  quantitative  controls  erected 
for  balance-of-payments  purposes  at  the  end  of  the  war  were  also  gradually 
dismantled. 

Food  for  Peace  Supplements  Commercial  Exports 

With  a  significant  decline  of  U.S.  agricultural  exports  in  1952-53  (approxi- 
mately 27  percent  by  volume  and  more  by  value)  carryover  stocks  of  wheat,  corn, 
and  cotton,  which  had  been  relatively  modest  in  1952,  rose  rapidly. 

To  remedy  the  situation  and  to  continue  humanitarian  assistance  inaugurated 
earlier,  the  concept  was  developed  to  use  United  States  surpluses  to  help 
countries  unable  to  buy  commercially  all  the  food  and  fiber  they  needed;  this 
was  to  be  done  primarily  through  sales  for  local  (foreign)  currencies.   The 
83rd  Congress  approved  this  concept  and  incorporated  it  into^the  Agricultural 
Trade  Development  and  Assistance  Act  of  195^,  Public  Law  kSO ,  which  soon  be- 
came an  important  instrument  of  U.S.  foreign  policy.  The  Act  declared  It  to 
be  the  policy  of  the  United  States,  among  other  things,  to  develop  and  expand 
export  markets  for  U.S.  agricultural  commodities. 

Besides  P.L.  kSO   sales  mainly  for  local  currencies,  subsidies  derived  from 
Section  32  funds  under  authority  of  the  Agricultural  Adjustment  Act  of  1935 
continued  to  be  used  to  dispose  of  U.S.  surpluses  abroad.  After  World  War  II, 
export  sales  from  Commodity  Credit  Corporation  inventories  below  costs  were 
also  made  to  dispose  of  surpluses. 

Other  agricultural  exporting  countries  looked  at  P.L.  480  at  the  inception  of 
the  program  with  some  apprehension,  because  they  feared  that  U.S.  sales  for 
local  currencies  might  reduce  their  own  commercial  export  opportunities,  de- 
spite the  fact  that  normal  commercial  import  requirements  were  included  in  the 
P.L.  ^80  agreements.   This  concern  then  subsided  as  foreign  competitors  realized 
that  in  the  administration  of  Title  I  sales  for  local  currencies,  the  United 
States  had  no  intention  of  taking  their  regular  commercial  markets.   Foreign 
competitors  continued,  however,  to  be  somewhat  apprehensive  about  barter  opera- 
tions under  P.L.  480  and  competitive  dollar  sales  by  the  Commodity  Credit 
Corporation.   U.S.  exports  for  barter  have  been  phased  out;  CCC  credit  sales 
totaled  $618  million  in  fiscal  1976  compared  with  a  peak  value  of  $1.0  billion 
in  fiscal  1973- 
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Since  its  passage  in  195^,  some  significant  changes  have  taken  place  in  the 
P.L.  480  program.   In  the  mid-1960' s,  the  program's  objectives  shifted  from 
basically  surplus  disposal  to  the  use  of  food  aid  to  help  promote  develop- 
ment, meet  emergencies,  and  combat  malnutrition  abroad.   In  1 966 ,  P.L.  480 
was  amended  to  provide  for  the  transition  to  a  concessional  dollar  sales 
program  under  Title  I.   Countries  were  provided  agricultural  commodities  at 
low  interest  rates  with  repayment  over  an  extended  period  in  dollars  or  con- 
vertible local  currencies.   Since  1971,  all  Title  I  agreements  have  been  this 
type.   In  1966,  the  P.L.  kSO    law  also  required  that  before  negotiating  Title  I 
agreements,  the  United  States  must  determine  whether  recipients  are  taking 
self-help  measures  to  promote  their  own  agricultural  production. 

The  P.L.  k80   authority  has  been  extended  through  1977  without  major  amendment 
by  the  International  Development  and  Food  Assistance  Act  of  1975. 

Trade  Expansion  Act  of  1 962  and  Kennedy  Round 

In  order  to  remedy  the  insufficient  U.S.  negotiating  authority  which  became 
apparent  at  the  fifth  round  of  GATT  negotiations,  and  in  view  of  the  more 
rapid  removal  of  intra-EC  tariff  and  other  trade  barriers  than  was  scheduled 
in  the  Rome  Treaty  establishing  the  EC,  President  Kennedy  sought  new  tariff 
legislation  in  1962.   The  U.S.  Congress  responded  and  the  Trade  Expansion  Act 
of  1962  became  law. 

This  Act  provided  the  President  much  more  power  than  had  been  conferred  by 
any  single  tariff  law  since  the  original  Trade  Agreements  Act  of  193**.  The 
Act  sought  to  gain  the  benefits  from  al locative  gains  from  trade  by  fostering 
changes  in  resource  use,  rather  than  renouncing  those  import  gains  by  restrict- 
ing foreign  trade  and  subsidizing  inefficient  industries. 

Many  of  the  restrictive  clauses  of  earlier  trade  legislation,  particularly 
the  "peril  point"  provisions,  were  not  included  in  the  new  Act.   The  Act  pro- 
vided, however,  that  the  Tariff  Commission  (now  U.S.  International  Trade 
Commission)  should  advise  the  President  as  to  the  "probable  economic  effect" 
of  modifications  of  duties  or  other  import  restrictions  on  the  respective  U.S. 
industries. 

The  Act  provided  a  major  new  innovation  with  its  adjustment  assistance  to  firms 
and  workers  if,  "as  a  result  in  major  part"  of  U.S.  trade  agreement  concessions, 
imports "cause,  or  threaten  to  cause,  serious  injury"  to  the  firm.   The  philosophy 
underlying  this  was  that  the  remedy  for  increased  imports  was  to  enable  eco- 
nomic adjustment  to  new  competitive  conditions  or  a  shift  of  resources  to  other 
activities  in  greater  demand  rather  than  to  impose  trade  restrictions  that  would 
result  in  trade  retaliation,  loss  of  export  markets,  and  higher  consumer  prices. 
Besides  providing  adjustment  assistance,  the  Act  tightened  the  escape-clause 
criteria. 

The  sixth  in  the  series  of  GATT  negotiations  beginning  with  the  Trade  Agreements 
Act  of  193^  was  referred  to  as  the  Kennedy  Round  in  recognition  of  the  Presi- 
dent's leadership  in  inaugurating  the  negotiations. 
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When  the  Sixth  Round  formally  opened  in  Geneva  in  May  1 964 ,  the  major  parti- 
cipants agreed  as  a  working  hypothesis  to  proceed  on  the  basis  of  a  50-percent 
linear,  or  across-the-board,  reduction  in  tariffs.   Exceptions  (products  not 
subject  to  any  or  to  the  full  linear  cut)  were  to  be  limited  to  those  necessi- 
tated by  reasons  of  overriding  national  interest.   The  other  objectives  of  the 
negotiations  were  to  cover  all  classes  of  products;  to  provide  acceptable  con- 
ditions of  access  to  world  markets  for  agricultural  products;  to  include  non- 
tariff  as  well  as  tariff  barriers;  and  to  reduce  barriers  to  exports  of  less 
developed  countries,  although  these  countries  would  not  be  expected  to 
reciprocate  fully  for  benefits  received. 

It  was  decided  to  proceed  first  in  1964  with  negotiations  of  industrial  pro- 
ducts.  It  was  not  then  possible  to  start  the  negotiations  on  agricultural  pro- 
ducts because  of  lack  of  agreement  on  rules  to  govern  such  negotiations,  and 
because  the  European  Community  was  not  ready  to  negotiate  on  these  products. 

Agricultural  negotiations  got  underway  in  September  1965  with  an  exchange  of 
limited  offers  by  principal  importing  and  exporting  countries  concerning  the 
elements  to  be  included  in  an  international  cereals  arrangement. 

The  group  established  to  negotiate  an  international  cereals  arrangement 
reached  agreement  on  the  basic  elements  to  be  included  in  an  arrangement  to 
be  negotiated  by  the  International  Wheat  Council.   Similar  groups  established 
for  meats  and  dairy  products  did  not  reach  agreement  on  terms  for  commodity 
arrangements. 

Tariff  concessions  were  made  by  major  participants  on  a  wide  range  of  agri- 
cultural products,  despite  the  difficulties  encountered  in  negotiating, 
although  reductions  were  generally  smaller  than  for  industrial  products.   The 
United  States  obtained  a  wide  range  of  concessions  from  its  principal  negotiat- 
ing partners  on  soybeans,  tallow,  tobacco,  poultry,  and  horticultural  products, 
including  citrus  and  canned  fruit.   The  concessions  obtained  by  the  United 
States  compared  favorably  with  the  concessions  it  made  on  foreign  agricultural 
products.   Agricultural  concessions  by  other  participants  covered  nearly  $870 
million  of  their  imports  from  the  United  States.   The  United  States  for  its 
part  made  tariff  concessions  on  $610  million  of  agricultural  imports  from 
participating  countries. 

The  essentials  of  a  World  Grains  Arrangement  were  agreed  upon  during  the  con- 
ference,' and  provision  was  made  for  further  negotiations.  Under  the  sponsor- 
ship of  the  International  Wheat  Council,  the  International  Grains  Arrangement 
was  agreed  to  in  1967.  It  provided  an  increased  price  range  for  wheat,  which 
in  practice  was  not  fully  realized,  and  also  established  a  program,  the  Food 
Aid  Convention,  under  which  a  number  of  countries  would  share  in  supplying 
food  aid  to  developing  countries. 

The  developing  countries  were  permitted  to  participate  in  the  negotiations 
without  being  required  to  make  fully  reciprocal  tariff  concessions.   In  the 
area  of  nontariff  barriers,  the  negotiations  led  to  an  antidumping  code  which 
reinforced  the  antidumping  provisions  of  Article  VI  of  the  GATT  with  agreed 
practices  and  procedures  to  be  followed  by  the  major  trading  countries.   Modi- 
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fications  of  certain  other  nontariff  barriers  were  agreed  upon  in  bilateral 
negotiations. 

The  Kennedy  Round  stands  out  as  the  one  involving  the  deepest  average  tariff 
reductions  as  compared  with  previous  GATT  tariff-cutting  exercises.   It  was 
the  culmination  of  United  States  efforts  since  193**  to  promote  expanding 
international  commerce  through  the  negotiation  of  mutually  advantageous  agree- 
ments to  reduce  trade  barriers. 

For  agriculture,  the  net  result  of  the  Kennedy  Round  which  ended  up  being  pri- 
marily a  tariff  negotiation  could  be  characterized  as  modest  liberalization 
of  agricultural  trade.   Importantly,  it  also  made  the  negotiators  aware  of  the 
problems  still  pending  in  bringing  increased  order  to  world  agricultural  trade. 

An  example  of  U.S.  trade  concern  that  would  traditionally  be  handled  through 
the  General  Agreements  on  Tariffs  and  Trade  included  the  proposed  European 
Community  tax  on  imports  of  oilseeds  and  derivative  products  which  could  affect 
some  $2  billion  worth  of  U.S.  exports  annually.   The  United  States  considered 
the  EC  proposal  inconsistent  with  international  trade  commitments  reaffirmed 
by  EC  leaders  in  early  1976  at  the  seven-  rtation  summit  in  Puerto  Rico.   The  EC 
proposal  was  reminiscent  of  the  action  that  led  to  the  U.S. — EC  "chicken  war" 
of  the  1960's  which  witnessed  a  sharp  international  exchange  when  the  EC  sub- 
stantially raised  tariffs  on  imports  of  poultry  meat  and  the  U.S.  retaliated 
by  raising  tariffs  on  certain  nonagricul tural  imports. 

Entry  of  U.S.  poultry  to  the  EC  remains  a  problem  as  the  U.S.  continues  to 
seek  a  reduction  of  EC  poultry  tariffs.   Recently,  the  President  issued  a  pro- 
clamation partially  restoring  U.S.  duties  on  imported  bottled  brandy  after 
being  unable  to  obtain  an  agreement  with  the  EC  to  facilitate  entry  of  U.S. 
poultry  to  that  market.   It  is  expected  that  the  topic  will  become  part  of  the 
long-range  talks  on  agricultural  trade  in  the  current  GATT  negotiations. 

Proposed  Trade  Act  of  1970 

From  the  time  of  the  expiration  in  July  1967  of  the  presidential  negotiating 
authority  under  the  Trade  Expansion  Act  of  I962  until  August  1970,  no  major 
trade  legislation  was  acted  upon  by  the  Congress.   At  that  time  the  proposed 
Trade  Act  of  1970  (H.R.  18970)  received  approval  by  the  House  Committee  on 
Ways  and  Means.  With  the  adjournment  of  the  91st  Congress  in  January  1971, 
the  proposed  bill  died  since  it  did  not  receive  Senate  approval  after  having 
undergone  many  changes,  additions,  and  deletions. 

The  bill,  considered  to  be  the  most  significant  trade  measure  since  the 
passage  of  the  Trade  Expansion  Act  of  1962,  included  provisions  for  substan- 
tial revisions  of,  and  additions  to,  the  Trade  Expansion  Act  of  1962,  and 
other  statutes..  One  of  the  important  provisions  of  the  bill  included  trans- 
fer to  the  Secretary  of  Agriculture  from  the  Secretary  of  the  Treasury  the 
responsibility  for  determining  what  articles  fall  within  the  article  descrip- 
tions subject  to  import  restrictions  under  Section  22  of  the  Agricultural 
Adjustment  Act. 
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Besides  reporting  favorably  on  the  proposed  Trade  Act  of  1970,  the  House 
Committee  on  Ways  and  Means  also  submitted  proposals  in  a  special  report 
to  the  House  of  Representatives. 

The  Committee  indicated  that  a  number  of  other  trade  issues  had  come  to  its 
attention,  in  the  course  of  its  consideration  of  the  bill,  on  which  it  had  no 
legislative  proposals  but  on  which  it  did  express  its  view.   Of  particular  note 
was  its  view  on  nontariff  trade  barriers  and  U.S.  agricultural  exports.  The 
Committee  believed  that  insufficient  progress  was  being  made  in  reducing  or 
eliminating  these  barriers  to  international  trade.   The  Committee  also  noted 
that  it  was  seriously  disturbed  by  the  trade  problems  created  by  the  agricul- 
tural policies  of  some  of  the  U.S.  trading  partners,  particularly  by  variable 
levies  and/or  import  quotas  and  export  subsidies. 

Trade  Act  of  197** 

After  extended  debate,  the  Trade  Act  of  197^  was  passed,  filling  the  void  caused 
by  failure  to  pass  the  Trade  bill  of  1970.   The  197*t  Act  granted  the  President 
broad  but  not  unlimited  authority  to  make  tariff  reductions  which  could  be 
effected  over  a  fifteen-year  period.  Also,  the  President  was  empowered  to 
negotiate  agreements  reducing  or  eliminating  nontariff  barriers  to  trade,  to 
put  an  agreement  into  effect  after  giving  Congress  a  90-day  notice  with  the 
Congressional  right  to  veto  the  agreement  during  this  period,  to  grant  pre- 
ferential trade  treatment  to  developing  countries,  to  liberalize  the  relief 
and  adjustment  provisions  in  the  Trade  Expansion  Act  of  1962,  and  to  retaliate 
against  other  countries  engaging  in  unfair  or  illegal  practices  affecting  U.S. 
exports,  providing  public  hearings  are  held  and  Congress  has  the  veto  right 
of  the  presidential  decision.   The  most-favored-nation  principle,  withheld 
from  Communist  countries,  except  for  Poland  and  Yugoslavia  since  1951,  was 
extended  to  Romania  in  1975  on  the  basis  of  assurances  that  it  would 
relax  its  restrictive  emigration  policies. 

The  purposes  of  the  197^  Trade  Act  are  to  foster  economic  growth  and  strengthen 
economic  relations  between  the  United  States  and  foreign  countries;  harmonize, 
reduce,  and  eliminate  barriers  to  trade;  establish  fairness  and  equity  in 
international  trading  relations;  provide  adequate  safeguards  against  unfair  or 
injurious  import  competition  and  assist  in  adjustments  to  trade  flows;  open  up 
U.S.  market  opportunities  in  nonmarket  economies;  and  provide  U.S.  trade  access 
to  developed  countries. 

The  Trade  Act  of  197^  does  not  mention  the  words  "international  commodity 
agreement."  The  report  of  the  Committee  on  Finance,  United  States  Senate,  on 
the  proposed  "Trade  Reform  Act  of  1974"  (H.R.  10710),  concluded  that  when  in- 
ternational commodity  agreements  possess  features  such  as  buffer  stocks,  export 
controls,  and  price  floors,  they  must  inevitably  distort  trade  within  the  mean- 
ing of  the  act. 

Presidential  authority  to  enter  into  international  commodity  agreements  comes 
in  three  forms — -executive  agreements,  treaties  requiring  notification  by  a 
two-thirds  majority  of  the  Senate,  and  specific  legislation  delegating  authority, 
International  commodity  agreements  for  such  agricultural  commodities  as  coffee, 
cocoa,  wheat,  and  sugar  in  which  the  United  States  has  participated  have  all 
been  effected  by  treaty. 
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Policy  at  Common  Purposes 

Formulation  of  agricultural  trade  policy  in  recent  years  has  been  increasingly 
affected  by  change.   Among  the  noteworthy  developments  inaugurated  by  the 
Agricultural  Act  of  1970  and  continued  with  the  Agricultural  and  Consumer  Pro- 
tection Act  of  1973,  is  the  U.S.  pursuit  of  an  international  commodity  policy 
in  agriculture  based  on  the  same  principles  as  domestic  agricultural  policy. 
This  includes  seeking  market  orientation,  removal  of  production  and  import 
restraints  on  agricultural  products,  removal  of  restraints  limiting  consump- 
tion, and  adoption  of  policies  which  stimulate  food  production  in  chronically 
food  deficit  countries.   Further,  because  of  its  growing  support  to  the 
country's  overall  economy  and  the  importance  of  trade  to  food  deficit  countries, 
American  agriculture  plays  a  vital  role  in  U.S.  foreign  economic  policy.  As 
agriculture's  role  in  U.S.  foreign  economic  policy  has  increased,  greater  need 
for  coordination  has  developed.   One  of  the  more  important  needs  has  been  to 
structure  a  procedure  for  coordination  of  policy  recommendations.   This  was 
done  on  March  5,  1976,  with  President  Ford's  announcement  of  a  reorganization 
of  the  Administration's  policymaking  process.   The  Secretary  of  Agriculture 
was  assigned  the  role  of  chairman  of  a  new  cabinet-level  Agricultural  Policy 
Committee.   This  Committee  consolidated  all  agricultural  policymaking  functions 
of  existing  executive  branch  committees.   The  Committee  was  to  report  directly 
to  the  President  and  advise  him  on  the  formulation,  coordination,  and  imple- 
mentation of  significant  agricultural  policy  issues  affecting  the  U.S.  position 
on  domestic  and  international  matters. 

Policy  issues  under  consideration  by  the  agricultural  policy  committee  included 
palm  oil  imports,  the  international  sugar  agreement,  the  U.S.  meat  import  pro- 
gram, and  the  U.S.  food  aid  program. 

The  United  States  has  been  exploring  since  the  World  Food  Conference  in  197^ 
the  possibility  of  joining  with  other  countries  in  developing  an  international 
network  of  nationally  held  grain  reserves  as  recommended  by  a  conference 
resolution.   The  U.S.  approach  is  to  develop  a  reserve  of  world  grain  stocks 
that  would  be  adequate  to  offset  possible  crop  failures,  but  which  at  the 
same  time  would  not  interfere  with  market  forces  that  must  operate  if  there 
is  to  be  worldwide  expansion  in  grain  production  and  consumption. 

Representatives  of  more  than  90  nations  which  are  meeting  in  Geneva  are  attempt- 
ing in  the  multilateral  trade  negotiations  to  achieve  a  more  liberal  world  trade 
system.   The  main  goal,  as  defined  in  the  Toyko  Declaration  that  officially 
opened  these  negotiations  in  September  1973,  is  to: 

— achieve  the  expansion  and  ever-greater  liberalization  of 
world  trade  and  improvement  in  the  standard  of  living  and 
welfare  of  the  people  of  the  world,  objectives  which  can 
be  achieved  through  the  progressive  dismantling  of  obstacles 
to  trade  and  the  improvement  of  the  international  framework 
for  the  conduct  of  world  trade. 

The  Agriculture  Group  in  Geneva  has  met  a  number  of  times  in  an  effort  to  in- 
sure that  agriculture  be  properly  considered  in  the  trade  negotiations.   Basic 
to  successful  negotiations  is  a  clear  understanding  of  the  major  forms  of  trade 
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restriction.  Although  useful  as  a  broad  indicator,  average  measures  of 
tariff  levels  conceal  the  high  tariffs  on  particular  products  and  their  "effec- 
tive" rates  of  protection  may  also  be  greater  than  their  "nominal"  rates, 
because  of  higher  rates  applicable  to  the  components  of  a  finished  product. 
Tariffs,  even  though  they  are  still  important  as  a  form  of  trade  restriction, 
are  relatively  less  signficant  than  formerly  as  their  average  rates  have  de- 
clined (appendix  tables  1  and  2).   Meanwhile,  nontariff  and  other  forms  of 
trade  restriction  have  increased  and  represent  a  rising  threat  to  expanding 
world  trade.   The  United  States,  therefore,  is  concentrating  its  major  negotiat- 
ing thrust  in  Geneva  on  nontariff  barriers--a  form  of  restriction  to  which 
agricultural  products  are  especially  vulnerable.   These  include  variable  levies, 
import  quotas,  export  subsidies,  packaging  and  labeling  standards,  government 
procurement  practices,  customs  valuation  methods,  import  licensing  requirements, 
and  sanitary  regulations. 

Agricultural  and  Industrial  Negotiations  Together 

Nontariff  barriers  can  best  be  eliminated  or  reduced  if  agriculture  and  indus- 
trial matters  are  negotiated  together  rather  than  separately  as  they  were  in  the 
Kennedy  Round.   Although  U.S.  negotiating  partners  state  that  this  is  largely  a 
procedural  matter,  experience  shows  that  the  issue  is  much  more  important. 
Further,  the  enlarged  European  Community  has  been  joined  by  some  other  countries 
in  seeking  to  separate  the  agricultural  from  the  other  negotiations.   The 
seriousness  of  the  U.S.  intent  in  keeping  the  agricultural  and  industrial 
negotiations  together  is  expressed  in  Section  103  of  the  197^  Trade  Act: 

— to  the  maximum  extent  feasible,  the  harmonization, 
reduction,  or  elimination  of  agricultural  trade  bar- 
riers and  distortions  shall  be  undertaken  in  conjunc- 
tion with  the  harmonization,  reduction,  or  elimination 
of  industrial  trade  barriers  and  distortions. 

While  the  United  States  is  not  without  its  own  trade  restrictions,  it  does  main- 
tain a  relatively  low  level  of  tariff  protection  against  farm  imports.  There- 
fore the  United  States  has  less  to  offer  in  exchange  for  concessions  in  other 
markets. 

Besides  the  nontariff  barriers,  U.S.  policy  is  oriented  to  easing  other  bar- 
riers and  trade  distortions  as  well.   The  whole  question  of  export  subsidies 
and  countervailing  duties  is  an  important  cine.  When  products  are  being  sub- 
sidized for  export  into  the  U.S.  market,  the  U.S.  countervailing  duty  law  can 
be  invoked.  When  the  United  States  is  meeting  unfair  competition  in  third 
country  markets,  the  Trade  Act  of  197*t  provides  authority  for  the  President  to 
take  corrective  measures.   Since  a  multilateral  solution  to  the  subsidy  prob- 
lem would  likely  be  more  effective  than  unilateral  action,  the  United  States 
is  proceeding  in  Geneva  to  get  agreement  on  a  comprehensive  code  on  the  use  of 
subsidies  and  countervailing  duties. 

Two-thirds  (by  value)  of  U.S.  agricultural  exports  are  subject  to  one  kind  or 
another  of  foreign  trade  restriction.   The  general  round  of  trade  negotiations 
should  offer  U.S.  agriculture  an  opportunity  to  negotiate  away  some  of  these 
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barriers.      Otherwise   the   "ever-greater    liberalization"   referred   to    in   Tokyo 
will    have  much    less   meaning   for  American   agriculture. 

Trade  Understandings  and  Agreements 

With  the  increase  in  U.S.  production  of  grains  and  soybeans  and  the  signifi- 
cant increase  in  world  grain  trade  accounted  for  by  U.S.  farmers  in  recent 
years,  an  improved  assessment  of  import  needs  of  traditional  customers  and 
emerging  new  markets  was  needed.   As  a  result,  trade  policy  discussions  and 
in  some  cases  specific  understandings  with  customer  countries  were  undertaken, 
giving  an  indication  of  what  to  expect  in  the  way  of  future  purchases  from 
the  United  States.   Such  understandings,  for  example,  were  made  with  Japan, 
Israel,  Poland,  and  Romania  indicating  U.S.  willingness  to  supply  certain  quan- 
tities to  meet  their  requirements. 

Among  the  newly  emerging  markets,  particularly  those  of  the  Centrally  Planned 
economies,  the  U.S. -USSR  trade  agreement  was  specifically  negotiated  as  a  solu- 
tion to  an  unusual  problem  that  transcended  remedy  by  the  "understanding" 
arrangement.   As  a  large  Centrally  Planned  economy,  the  Soviet  Union  was  able 
to  enter  the  world  market  without  first  giving  any  indication  of  the  role  it 
intended  to  play  as  a  customer.   Because  of  production  problems  in  the  USSR, 
its  purchases  from  world  markets  had  been  erratic — and  the  world's  producers 
were  unable  to  count  on  regular  purchases. 

Since  the  United  States  did  not  have  an  institutional  framework  within  which 
to  trade  with  the  Soviet,  an  agreement  with  that  country  was  made  to  provide 
a  needed  framework.   The  agreement  specifies  that  the  USSR  would  become  a 
regular  purchaser  of  a  minimum  of  6  to  8  million  metric  tons  of  U.S.  corn  and 
wheat  annually  for  a  5~year  period  beginning  October  1,  1976. 

The  understandings  and  agreements  entered  into  by  the  United  States  along  with 
the  earlier  moratoriums  on  grain  and  other  sales  have  stimulated  frequent  dis- 
cussions concerning  the  use  of  bilateral  rather  than  multilateral  agreements  in 
fulfilling  U.S.  trade  commitments. 

Current  Trade  Issues 


Among  the  current  trade  issues  directly  affecting  U.S.  agricultural  markets, 
particular  mention  may  be  made  of  the  grain  reserves  discussions  in  the 
International  Wheat  Council,  the  multilateral  trade  negotiations  in  Geneva, 
and  the  common  fund  scheme  of  the  United  Nations  Conference  on  Trade  and 
Development  (UNCTAD). 

The  U.S.  proposal  for  a  new  international  arrangement  on  world  grains  specifies 
the  establishment  of  an  international  system  of  national  reserves  in  order  to 
share  the  burden  and  responsibility  for  carrying  the  reserves  when  production 
is  normal  or  in  surplus. 

The  latest  round  of  multilateral  trade  negotiations,  because  of  the  success  of 
previous  negotiations  in  reducing  tariffs,  has  made  relatively  more  important 
nontariff  barriers  to  trade.   Also,  the  trading  nations  have  agreed  to  give 
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certain  less  developed  countries  special  and  differential  treatment.  This 
marks  a  departure,  in  some  respects,  from  the  policy  of  equal  treatment  that 
had  previously  prevailed  for  a  number  of  years.   Further,  the  United  States 
is  pressing  to  include  agriculture  so  that  it  can  fully  share  in  the  benefits 
of  the  negotiated  trade  agreements. 

The  common  fund  scheme,  proposed  by  UNCTAD,  has  possible  implications  for  agri- 
cultural markets.  The  objective  of  the  fund  would  be  to  improve  LDC  earnings 
from  commodities  by  attempting  to  stabilize  their  prices  around  a  long-term 
trend,  but  seeking  to  raise  these  prices  to  levels  higher  than  they  would  other- 
wise be.  To  achieve  the  objective,  buffer  stocks  would  be  established  for 
individual  "core"  commodities,  representing  approximately  three-fourths  of  the 
value  of  agricultural  and  mineral  commodity  exports  by  the  developing  countries, 

The  United  States  has  serious  objections  to  the  common  fund  approach,  accord- 
ing to  Julius  L.  Katz,  Assistant  Secretary  of  State  who  stated  that  the  com- 
mon fund  approach  is  based  on  serious  misconceptions:   (1)  that  price  is,  in 
itself,  a  generally  feasible  and  desirable  measure  to  improve  export  earnings 
of  less  developed  countries;  and  (2)  that  the  chief  obstacle  to  the  establish- 
ment of  buffer  stocks  is  the  lack  of  money. 

Even  in  those  cases  where  price  stabilization  is  desirable,  it  is  believed 
that  the  obstacles  to  buffer  stocks  are  not  financial  as  much  as  the  lack  of 
agreement  by  exporters  and  importers  on  price  objectives;  the  unworkabi 1 i ty 
in  many  cases  of  buffer  schemes  because  of  perishability,  cost  of  storage, 
or  competition  from  substitutes;  and  the  ineffectiveness  of  some  of  the 
market  improvement  proposals  for  a  number  of  commodities. 

U.S.  policy  is  oriented  presently  to  considering  buffer  stocks  and  their  financ- 
ing; adequate  investment  in  resource  development  to  meet  market  demand;  improve- 
ment of  market  access  for  the  processed  goods  of  developing  countries;  security 
of  supply  for  consumers;  and  stable  growth  for  the  commodity  export  earnings 
of  developing  countries. 

Benefits  of  A  Policy  of  Trade  Expansion 

U.S.  foreign  agricultural  trade  policy  involves  much  more  than  agricultural 
exports  and  imports.  Although  it  is  affected  by  the  magnitude  of  such  trade, 
it  is  also  affected  by  the  conditions  of  trade,  relative  tariffs,  nontariff 
barriers,  and  the  structure  of  world  economies  and  industries  which  have 
changed  markedly  in  the  past  200  years. 

Unlike  the  past,  the  world  today  is  characterized  by  rapid  transportation  as 
well  as  fast  and  easy  communication  making  for  increased  interdependence.   Sn 
addition,  new  voices  such  as  those  representing  the  developing  countries  are 
being  heard  on  the  world  scene  seeking  solutions  to  economic  problems.  Hence, 
the  changing  effect  of  existing  factors  and  the  emergence  of  new  developments 
affecting  agricultural  trade  must  be  continually  reviewed  and  analyzed  to 
achieve  and  maintain  an  optimum  farm  trade  policy. 

The  policy  of  trade  expansion  inaugurated  in  the  twentieth  century  with  the 
reciprocal  trade  agreements  program  in  the  nineteen  thirties  and  continued 
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since  the  post  World  War  II  period  in  the  multilateral  framework  of  GATT  in 
general  has  brought  substantial  benefits  to  American  agriculture. 

Although  U.S.  exports  of  farm  products  as  a  share  of  total  exports  have  declined 
over  time  as  the  nation  has  industrialized,  they  continue  to  expand  and  set 
new  value  records.   U.S.  agricultural  exports  currently  account  for  20  percent 
of  total  U.S.  exports  compared  with  85  percent  a  hundred  years  ago.  U.S. 
agricultural  exports  reached  a  record  $22  billion  in  fiscal  year  1976.  After 
adjusting  the  value  of  exports  for  price  changes  over  time,  the  volume  of 
exports  in  fiscal  1976  was  fifteen  times  the  volume  in  19^1  when  shipments  • 
were  severely  disrupted  by  the  second  World  War.  They  were  more  than  three 
times  the  pre  World  War  II  export  peak  of  the  early  nineteen  twenties,  (fig.  2). 

American  agriculture  stands  to  benefit  in  the  future  from  a  policy  of  trade 
expansion.  The  foreign  market,  unlike  the  domestic  market,  has  the  potential 
for  a  more  significant  further  growth.   In  the  domestic  economy,  the  demand 
for  food  will  likely  be  constrained  by  slower  population  increases;  however, 
the  potential  rate  of  expansion  of  the  food  supply  is  much  greater.   In  the 
foreign  economy  rapid  population  growth  coupled  with  a  more  limited  potential 
for  expansion  of  the  food  supply  should  contribute  to  widening  the  market  for 
U.S.  farm  exports.   U.S.  agricultural  exports  must  remain  high  in  order  to 
maintain  farm  income.  Today,  U.S.  production  from  one  out  of  three  harvested 
acres  is  exported. 

The  nation  will  benefit  also  in  the  future  from  a  policy  of  trade  expansion. 
Only  agriculture  has  had  a  favorable  trade  balance  in  recent  years.  In  fis- 
cal year  1976,  U.S.  agricultural  exports  exceeded  agricultural  imports  by  $12 
billion.  This  trade  surplus  is  necessary  to  help  the  nation  pay  its  growing 
bill  for  imported  petroleum;  to  strengthen  the  buying  power  of  the  U.S.  dollar; 
and  to  enable  American  consumers  to  continue  purchasing  those  imported  items 
considered  desirable  in  their  standard  of  living. 

A  policy  of  trade  restriction  could  be  injurious  to  American  agriculture  and 
the  nation  as  a  whole.   Such  a  practice,  as  shown  by  developments  of  the  past, 
would  mean  the  loss  of  benefits  from  a  decrease  of  export  opportunities  by 
reason  of  retaliatory  policies  and  also  higher  costs  to  domestic  buyers  who 
would'not  benefit  from  the  operation  of  the  principle  of  comparative  advan- 
tage.  Further,  a  reversion  to  protectionism  would  prevent  essential  economic 
adjustments  necessary  to  maintain  competitive  productive  efficiency  and  would 
tend  to  break  up  the  unity  of  an  increasingly  interdependent  world  peace  that 
the  United  States  has  devoted  so  much  effort  to  establish. 

Tariffs  in  a  number  of  instances  still  represent  formidable  barriers  to  trade. 
In  those  cases  where  tariffs  have  been  reduced  over  time,  fewer  negotiating 
opportunities  have  remained  for  further  reductions.   As  a  consequence,  non- 
tariff  barriers  (NTB's)  which  remain  or  which  have  been  used  for  replacing 
the  tariff  have  gained  in  importance.  These  barriers  represent  some  of  the 
most  difficult  and  complex  obstacles  confronting  present  and  future  U.S.  farm 
trade  policy  as  their  trade  and  investment  distorting  effects  are  often  not 
clearly  apparent.   Progress  in  multilateral  negotiations  to  eliminate  the 
NTB's  is  expected  to  be  slow  and  difficult  as  restrictions  resulting  from 
them  generally  are  not  covered  by  countries'  negotiating  authority  as  are 
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tariffs,  but  are  incorporated  in  statutes  that  often  are  not  related  to 
foreign  trade  and  that  require  action  by  national  legislation.  As  in  tariff 
negotiations  the  principle  of  reciprocity  applies  and  meaningful  progress  can, 
therefore,  only  be  achieved  depending  on  the  ability  of  each  country  to  offer 
reciprocal  concessions. 
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